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We nave reviewed the proposal of the Matual Benefit Health and
Accldent Association of Omaha relative to the provision of life insurance
and accldental desth benefits to employees of your organization. This pro-
posal was set out briefly in ir. Randall's latter dated April 19, 1554
directed to your attention, azd ln certain exhibite. The informatioca sup-
plied ir very sketohy and, consequently, we are able to mae only & few
rather general commente. These comments on the letter, exhibites end relate
iltems are as follows:

(1) The proposed term life coverage would inelude the customary
conversion privilege and also walver of premlume daring permanent disabllit;
providing such diseblement oocura arior to age 60, 1/ Thie appears to be
somevhat more favorable than W.A.E.P.A. because we can find no evidence of =
disability premium vaiver provirion in the W.A.B.P.A. plan. However, & som: -
vhat more favorabdle disadility pecvision (imcluding payment of monthly in-
stallmenta up to the face amount .7 inswrence 1n the event of totel and
permanent disability) might de requested Lf such eeeusd desirable. This
arrangement used to be widely found in group life policies and we underetan’
that certain lnsurance coapanies will imclude thir type of provision curren:ly.
We aseume from Exhibit 1 that the "Omaha” coaversiom grivilege 1s nct limited
to thone under age 60.

(2) We have troudle anderstanding Just how the schedule of insur-
ance get out in Mr. Randall's letier is tc be used.

Mection is made of sn "optionsl sehednls of insurance” dut the vord-
ing immedlately preceding the scheduls would seem to deny the existence of any
options. S5till & little later on in his letber, it vould appear that an em-
ployee has & very vide cholee in the amounts of ineurence which he uay relect,
e.g., a0 employee earning $4,20C annually apperently could select the amount
of insurence equal to his anpual salary taken to the nesrest $1,000 ($4,000),

Ve interpret the second jaragraph of Mr. Randall's letter to refer to the
metomary total and %ﬁ 8isability waiver of premium benefit although he
see the expression time peruanent wvaliver prior to age 60" which, of course,
Wy have reference to some gquite different arrangement (i.e. the word "total” is
o4 umed by ¥r. Randall nor ir there any direct reference to "iisablility").
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or he comld elect to go in Clase i and have $3,000 of inswrence or be could
go in Class D aud have $15,000 of insurance. Very fruakly, we are someviat
pazsled by the Qescription of the benefits to be provided and are wvondering
1f perhaps the intent ig merely to permit any employee to elect an amount of
{neursace in even thousands/not less then $3,000 or over $15,000, except
that if an smployee esrns » $3,200 annwally he way not select more than
$6,000. If the intent is to have geversl quite different echedulss of
elactive benefits operating simaltanscusly, we are inellined to believe that
suoh & system would be franght vith anti-selection dasgers from the insur-
ance company's standpoint, and in sny event night well be confusing to ell
concerned. We would suggest that the expreszion of benefits of the poposed
plan be clarified.

{3) The exclusion described at the bottom of the first page 1s not
olear. We interpret 1t to mean that the exolusion applies only to accliental
deaths oocurring while smployees are in ar on vehicles or devices for aerial
navigation other than airgraft. Thie Le Decause the exclusion refers to the
type of vebicle {avolved father than to the status of the employee, L.e., 1t
does not seck to be related to wiether or not the inmured iz & member oi the
crew of the aircraft (this ie bared on the faterpretation thay all individuals
in or on ar aircraft sare pagmengere - the vsual exelusion refers to either the
fare-paying status of the passenger or the employnent of the execluded indi~
vidual 8¢ & orev member of the vehicle).

() The complete mtory on the coverags offered is nol available
since no smmple contrect was subnitted. We are also unable to comment un the
comparative cost aspeste of the proposal since no Petention agreement is at
pand for reviev (premium rates, subject te change each year, considered with-
out & retention agreemsnt o o jected dividend distridutions are not par-
ticularly informative sas to ultlmate corte).

(5) ¥rom Exhibits 2 asd 3 it would appear that the Omaha rates are
more favorsble than those of W.A.E.P.A. However, s pointed ont in (4] above,
the stated premius rate basis 1s sot mearly as iaportant im comparing cost
results as is the retsntion rate or dividend treatsent and premium rate
stability.

(6) If a resention of 19% of grose premiume ls involved, as ve bave
been advised, then on the dasis of a $200,000 ansual premium some $30,000 woull
be retained by the insuranse compeny each year. We have no infermation as to
Bow this $30,000 would de distributed among the various expenses lncurred by
the insurance company and contipgency reserves. The esrteblishment of &
peasonalls contingency fand for thia type of coverage is, of course to be
expected, but it ir suggested tiat further information be elicited as to the
anticipated expences ascording to the several categories - adminigtrat.ve
expense, agont'c commigeion, state prexium tax, federal tax, eto. It is our
opinion that im the usmal group life insurazce arrangement invelving $200,000
of abmusl premius income, the ssount retaized by an lnsurance CompRRy would
(exoept possidly for the first year) merwally be well under $30,000. JHowever,
the plan st hand is quite different from the customary group life insurmBos
program and special contingenscy reserves may de called for, but information ot
such reserves ghould be furnished t¢ the pelicyholder.
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(7) 1In this connection 1t might be posaible to secure a #till lower
retention rate from another insurance company. Thers may be important ressonsa
why such additiooal bids should not be invited, dut in the absence of such
reasons we would suggest that three or four insurance compaales be invited to
submit bide for the business.

(6) The Omaha gross premium rates appear to be lower than the
standard group rates generally permitted by Hew Yark statute. We gather that
this Company is not licensned to 4¢ buziness in Few York. (Ve somstimer feel
that such liceneing and supervision by the New York State Insurance Depart -~
ment may be a favorable polnmt, but not of liself sufficiently importaat to
inflzence the selection of an upderwriter.)

In susmery, we do not have very much in the way of suggestione to
offer regariing the Eoposed underwriting arrangement primarily because no
policy contract or retention agreement vas sudbmitted to us (and also because
we had considersdle 4ifficulty in interpreting the material that was submitted).
While we are iaforwed that the (mahe ir willing to abide by a 15§ retention
rate, there doer not seem to de anything in writing at thies time to confirm it.
Bor have any other proposals from ilmsurance companles (exoept W.A.E. P.A.) dbeer
studied to see whether any more fhvorable coverage or retention rate night be
available ocurrently. ' .

Waile the correspondsnce appears to have come from the Mutual Healtl
and Accident Association, it i our understanding that the "Omaha Plan” would
actually de underwritten by the Uhited Benefit Life Insurance Company. Such
{nformation as ve have available regarding the United Bensflt Life Insurance
Company is favorable, dut since we have mever had ovogasion to work with this
particular Company, we are unablie Lo comsent on 1ta administrative fasilitlier.

We understand that you would like us to discuss the pros and ccne of
gelf-insuring this coverage. While we feel that self-insurance might de
feasible, a very consideradle amount of research would have to be done in order
to satisfy ourselves (and you) that 1t is the preferable course to take in thls
instance. The umasual nature of the coversgs, the potentiality of catastrophic
loss, the facilities for claim adiinistretion, the legal aspects in establish-
ing & self-inpured system (questions relating to possible conflict with state
insurence lsws, development of a "contract” or vehicle through which the bene
£itg would be offered, etc.), toe actusrial considerstions (fixing a proper
rate of contridution, handling of refunds to participants, establishment of
contingency funds and reserves) all reguire careful study. We will, of couras:,
be glad to carry out the perts of such a study as fsll within the actuvarial and
insurance flelds. However, we belleve that heretofore the merits and short-
comings of self-imsurance have been broadly discussed 1a our meetings, and we
hesitate to embark on an exhsustive survey along these lines unlass very serious
consideration 1s deing given to the self-insured route.

Very trualy yours,

/M’&w/w

William W. lers, Actuary
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